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FOREWORD 


The rapid transformation of the health care system in the United 
States in recent years toward a system dominated by “managed care” arrangements 
has brought previously latent value conflicts and questions to the fore in the 
everyday decisions made by physicians and other clinicians, as well as by health 
care system managers and executives. The emergence of “managed care” has also 
raised complex new questions. And these conflicts and questions often have 
effects that ripple outward to numerous stakeholders and to society at large. Al¬ 
though no broad social consensus has yet emerged about how the conflicting 
claims and values in managed care should be resolved, numerous actors in the 
health care system must simply go forward, making choices and judgment calls and 
taking actions that often involve difficult trade-offs and complex balancing acts. 

In response to these changes in the ethical landscape of health care, the 
Woodstock Theological Center assembled a group of leading executives of hospi¬ 
tals and health care organizations, physicians and other clinicians, ethicists, and 
religious leaders to examine the changes, and the ethical dilemmas they raise (see 
list of participants on p. vii). The group met four times from May, 1997 to April, 
1998, confronted and debated many difficult questions, and ultimately prepared 
this report in an effort to provide ethical advice and guidance to administrative and 
clinical policymakers operating in managed care organizations, in the hope that 
they might more easily, and with greater confidence, make informed and ethically 
sound decisions in the face of pressures, incentives, norms, regulations, and ad¬ 
ministrative rules that are rapidly evolving, and often complex and conflicting. 

Although a primary goal of this document was to reach clinical and admin¬ 
istrative decision makers operating in managed care systems, we also recognized 
that, with managed care policy questions hot on the political agenda, this docu¬ 
ment would likely be read by many members of the media, or individuals in the 
policy community who are concerned about conflicts and abuses in the health care 
system. So we have worked to make the document accessible to lay readers. 
Moreover, we hope that the document will help to spur a national debate and 
discussion not only about the decisions that are being made by private actors in 
the health care system, but also about the processes being used by those actors to 



reach those decisions. We believe that to be ethical, as well as to be politically 
viable in the long run, the decision-making processes used by clinical and adminis¬ 
trative decision makers in managed care must have mechanisms for systematically 
taking into account the impact of their decisions on all stakeholders, and must be 
open to scrutiny by those stakeholders. 

In this document, we review the ethical problems that now confront many 
decision makers operating in managed care systems; we attempt to promote under¬ 
standing of their origins and complexity; and we provide a framework for assessing 
and balancing the competing values at stake in each issue. And we offer sugges¬ 
tions about decision-making processes that we hope can help professionals oper¬ 
ating in a managed care environment respect and appreciate the various perspec¬ 
tives that their fellow professionals bring to the problems, and negotiate their way 
to workable, ethically sound policies, decisions, and actions. 


Those whose names appear on the previous pages were participants in 
the process. Not every member of the group subscribes to every sentence in this 
report, but all support its basic contents and sentiments, deeming its distribution 
within the health care community and beyond to be useful. Their support does not 
involve any organization with which they may be affiliated. They hope their shared 
experience and insight may help other health care professionals who face similar 
ethical challenges. 


For this publication we are grateful to the seminar participants for their 
active involvement in the seminar and the final product. Margaret M. Blair of The 
Brookings Institution served in the role of rapporteur. 


We would like to thank The Robert Wood Johnson Foundation for provid¬ 
ing the funding to make this document possible. 




' /' 

James L. Connor, S.J. / 

Director, Woodstodj^heological Center 
January 1999 
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THE CHALLENGE 


The health care delivery and financing system in the United 
States is undergoing a rapid and revolutionary transformation, one whose full 
eventual scope and significance is not yet understood. So far, the transformation 
has involved a massive shift by the purchasers of health care benefit packages 
(employers, government and individuals) away from what many of us have come to 
think of as the “traditional” system—indemnity insurance plans that reimburse on 
a fee-for-service basis—toward various types of “managed care” plans. It has also 
involved the emergence of new organizational arrangements, professional alliances, 
intermediaries, and service providers to coordinate and manage the complex rela¬ 
tionships among plan beneficiaries, purchasers, insurers, physicians and other 
clinicians, hospitals, clinics, and non-hospital facilities. 

These changes, while they have deep roots (see next section), have been 
stunning in the speed with which they have changed the day-to-day operating 
environment for health care system managers and executives, for physicians, for 
other clinicians, and for health plan beneficiaries. Executives, clinicians, and other 
decision makers in these new systems face a continual stream of competing de¬ 
mands, value conflicts, and goal conflicts. Many of these conflicts were always 
latent in the relationships among the participants in the health care system, but 
managed care has brought them to the surface with dismaying force, and so far it 
has not provided a clear set of precedents, cultural norms and professional stan¬ 
dards that can serve as a reliable roadmap to decision makers for negotiating their 
way through this ethical maze. 

The example given in the box above illustrates one type of dilemma. Other 
examples provided in boxes interspersed in this section and the next illustrate other 
dilemmas. The examples are all fictional, but they are drawn from the hard experi¬ 
ences of practitioners who participated in the Woodstock project, nearly all of 
whom had encountered similar dilemmas. 
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There are dilemmas in Q) 
the trade-offs that must be 
made between patient confi- ^ 
dentiality and the need to as- Q 
semble data for monitoring 
quality and outcomes; there are 
dilemmas in the problem of q 
pooling risks and allocating the 
financial risks among the pro- ® 

viders, hospitals, clinics, insur- ^ 

ers, and intermediaries; there 
are dilemmas in the tension be- Q 
tween physicians’ desire for 
autonomy and efforts by the 


Dr. Stanley is a medical director 
at Springdale Health Systems, a regional 
managed care organization. He chose 
to work for Springdale because it had a 
reputation for, and a strong commitment 
to, delivering appropriate, high quality 
care to its covered population, and was 
at the fore front in developing practice 
protocols based on careful, population- 
based outcomes research. He serves 
on an internal review committee that sets 
Springdale’s policies about coverage for 


organization to manage quality; there are dilemmas in drafting compensation 
arrangements, since some arrangements provide incentives for clinicians to order 
too many tests and too much in the way of intrusive interventions, others provide 
incentives to ration care, and others may foster laziness or otherwise undermine 
professionalism; and there are dilemmas in resource allocation decisions between 
providing whatever patients think they want at the moment of crisis and provid¬ 
ing adequate benefits to all covered members of the plan at a reasonable price. In 
fact, the dilemmas and questions come up far faster than the answers, as managed 
care systems, by their nature, make the trade-offs and conflicts more explicit. 


In the case given above, for example, the executives and physicians 
working for Springdale are called upon to think through what constitutes an 
“experimental treatment,” something which may be explicitly excluded from the 
benefit package. How should the decision makers balance the desire of the family 
against the organization’s need to manage quality and cost? Should such deci¬ 
sions be left to the physicians? Which physicians? Should decisions be made by 
requiring rigorous scientific analysis? Or should the likelihood of a very public 
lawsuit outweigh scientific analysis? Or, should the whole question be displaced 
to another group—a court or external appeals body, for example? Or left to 
individual patients? How much should the company spend on these decision¬ 
making mechanisms? And in the meantime, what about the other patients in the 
system? What is the opportunity cost of arguing about a potentially futile treat¬ 
ment? Does it mean that training physicians and nurses in caring for the dying is 
crowded off the plate? 
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new, experimental treatments, and reviews applications for exceptions to 
these policies. This week, the committee must review an application by a 
family that wants to go outside the network to get a highly experimental— 
and, in his opinion, risky and unlikely to be successful—treatment for an 
eight-year-old boy with inoperable brain cancer. The family has already man¬ 
aged to gain intensive media attention in response to the initial denial of 
coverage by his organization. On the medical facts alone, given his doubts 
about the efficacy of the treatment, Dr. Stanley would be quite comfortable in 
denying the exception, and he is worried that granting the exception would 
set a bad precedent. But he is also worried that continued negative publicity 
involved in denying coverage could undermine Springdale’s hard-earned repu¬ 
tation for excellence. What should he do? 


Yesterday the debate was over Autologous Bone Marrow Transplants 
(ABMT) for women with advanced breast cancer. Today, it is over Lung Volume 
Reduction Surgery (LVRS) for those with advanced chronic pulmonary disease. 
When the issue first came up, ABMT was “experimental” in the usual meaning of 
the term, but the issue seems to have been decided in the courts, and it has become 
impossible for managed care plans to deny coverage. Why? Not because the 
medical efficacy of ABMT is proven, but because in most cases “denying cover¬ 
age” means declining to provide the treatment, and for some patients that means 
confronting hopelessness and death. 

But the result of the controversy over ABMT was that it became nearly 
impossible for there to be an adequately controlled scientific study of the effective¬ 
ness of ABMT as the procedure became widespread. The same may turn out to be 
true of LVRS. Thus burned, should managed care executives and medical directors 
abandon the ideal of coverage only for treatments that are based on evidence of 
effectiveness? 

Cases such as these get our attention because they involve desperate 
human situations, with people facing suffering and death. For an individual or his 
or her family, ABMT or LVRS are not issues of science or finance, but issues of 
hope and possibility. Other cases may be less dramatic and emotional, but they 
surface frequently and often involve complex and value-laden trade-offs. Deci¬ 
sions about such cases are the stock-in-trade of a health plan’s technology commit¬ 
tee, its formulary committee, its legal staff, and its senior management. 
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A managed care executive would like to introduce a new 
programmatic benefit—a superior cholesterol management program— 
into the health care package his MCO markets to business purchas¬ 
ers because of the evidence he has that such a program can signifi¬ 
cantly reduce the incidence of life-threatening heart attacks and im¬ 
prove the quality of life of the beneficiary population. The program 
will add somewhat to costs in the early years of implementation. 
However, it shows some promise—but no guarantee—of reducing 
costs (both for treatment, and for lost days of work) in the long run. 
The marketing vice president, however, insists that premiums cannot 


The business, marketing, and strategic questions facing health plan ex¬ 
ecutives can be equally complex. Consider the problem faced by managed care 
executives charged with designing a benefit package that will be “competitive,” in 
the sense that it gives plan members enough of what they want at an affordable 
price and hence helps the plan gain and keep customers. The problem is compli¬ 
cated by the fact that the “customers” for managed care organizations are generally 
the employers (and other payors, like government) rather than individual enrollees. 
But many employers buy health insurance primarily on the basis of its price, not its 
quality, nor even its content. While new programs or benefits may represent in¬ 
vestments in improving quality, or efficiency, or both, paybacks on such invest¬ 
ments are uncertain, or may not be in dollars, or may not accrue to the entity making 
the investment. 

For example, should a managed care executive implement a new program 
to better control asthma in its covered population? The elements of such a program 
are fairly well-known. They include a clinical information system, the availability of 
steroid inhalers, the use of peak flow meters, and an organized ability to get appro¬ 
priate drugs and devices to a group of members who have been taught how to use 
them. There is no technical or competitive secret here, since the the details of how 
to set up such a program are well documented. Disease management is not new to 
the managed health care delivery system. Setting up a program that has the infor¬ 
mation to support a disease management program and the infrastructure for effec¬ 
tive deployment will require significant initial investment, and the payback may not 
occur for several years. Moreover, much of the social return from such an invest¬ 
ment will come in the form of reduced school/workdays lost, which will not be 
reflected on the bottom line of the managed care plan. 
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If a managed care company 
does develop an asthma pro¬ 
gram, it can have a number of 
different effects on its competi¬ 
tive position. On the one hand, 
the program will: improve the 
care of asthmatics; decrease lost 
school- and workdays for the 
patients; decrease hospitaliza¬ 
tion days and emergency room 
visits for asthmatics over the 
following two to three years; 
improve Health Plan Employer 
Data and Information Set (HEDIS) 3.0 report card scores'; and possibly generate 
some positive news coverage for the organization. On the other hand, the program 
will increase pharmacy costs; require physician and nurse training; increase de¬ 
mand on clinical information systems; possibly attract more asthmatics to the man¬ 
aged care plan; increase expenses for other delivery system infrastructure; and 
compete for resources with other programs. 

More generally, health care plans must have some sort of business strat¬ 
egy and must meet their financial obligations just like any other business. Al¬ 
though an organization that does not have an appropriate social mission may have 
no economic or social legitimacy in the long run, there can be no organizational 
mission at all if the plan does not compete effectively for employees, resources, and 
customers by providing adequate wages and benefits, adequate returns to inves¬ 
tors, and services people want at prices they can afford. Plans can gain competitive 
advantage by performing more effectively than others, by understanding competi¬ 
tors’ weaknesses and strengths, and by exploiting those differences. For example, 
a plan could gain competitive advantage from superior information systems, or 
better financing, or more effective delivery systems. But, importantly—and herein 


be raised in the current market to O 
cover the up-front costs. Should the ^ 
executive table the idea of adding the 
comprehensive cholesterol treatment 
program for now, or go ahead and ® 
add it, running the risk that the higher 
initial costs cannot be recovered and H 
the program will take resources from < 
other programs the MCO would like ^ 
to put in place? 0 


1 HEDIS 3.0 is the National Commission for Quality Assurance’s (NCQA) set of 75 
standardized performance measures and an additional 30 test measures designed to ensure 
that purchasers and consumers have the information they need to reliably compare the 
performance of managed care plans. These performance measures are intended to track 
four aspects of health care plans: (1) quality; (2) access and patient satisfaction; (3) 
membership and utilization; and (4) finance. 
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lies another source of ethical dilemma—competitive advantage can also be gained 
by doing a better job of targeting healthier populations and avoiding demographic 
groups that are more likely to have health problems and be costly to treat. 

What values are at stake in these and other dilemmas? How should they 
be balanced against each other? How are such decisions actually being made? 
And what mechanisms are in place (if any) for ensuring that the decisions that are 
made appropriately balance the competing values? 

After several meetings, participants in the Woodstock project came to 
understand that decision making in the managed care context is often so inherently 
conflict-laden that it is increasingly difficult for managed care executives and deci¬ 
sion makers to sustain public trust. The failure of trust, in turn, is at the crux of the 
current political debate over managed care as an agent for allocating and delivering 
health care services in society. Yet many of us also came to appreciate that, if it can 
confront the conflicts directly and deal with them in a well-considered way that 
responds to all of the legitimate stakeholders and affirms their legitimate values, 
managed care may hold out a hope of providing a new vision for sustainable, 
efficient, socially responsible, and ethically sound health care delivery in the United 
States. We are a long way from that vision. But to have any hope of getting there, 
we all agreed that all decision makers in managed care must adopt, institute, and 
maintain decision-making processes that promote ethical choices, and design in¬ 
centive systems for decision makers that support and reward those ethical choices. 

In the next section, we examine the historical, cultural, and economic roots 
of the dilemmas now confronting health care providers and executives in managed 
care plans—how did we find ourselves, so suddenly, in such a conflict-ridden 
system? Then we take on the difficult problem of resolving some of these conflicts. 
We do not presume to present “correct” solutions, nor do we suggest that we have 
definitive answers about how the competing values and norms should be recon¬ 
ciled or what compromises should be reached and decisions made in any given 
case. Instead, we suggest some decision-making methodologies and procedures 
to use to reach workable and ethically acceptable resolutions, and we illustrate how 
these procedures might be applied to some of the dilemmas presented in the sidebars 
along the way. 



S E C T I O 


N 


I I 


ROOTS OF THE 
ETHICAL DILEMMAS 


To put the ethical dilemmas and conflicts arising in managed care 
into perspective, it is helpful to review how and why managed care has emerged as 
an alternative to traditional indemnity insurance and fee-for-service medicine. What 
problems does it address, and why has it become so pervasive so quickly? Are the 
conflicts inherent in the system, or are they the result of faulty design—or worse— 
avaricious goals on the part of the designers? 

What is “Managed Care?” 

“Managed care” is not a completely new system for financing and deliver¬ 
ing health care services, but as recently as the end of the 1980s only a small percent¬ 
age of the insured population was in what we would call a managed care plan. By 
1998, however, the majority of privately insured Americans received health care 
services through HMOs or other managed care plans, or through plans that impose 
some elements of managed care. Millions of others, covered by Medicare and 
Medicaid, are being directed into managed care plans or have been offered incen¬ 
tives to join them. 

The transformation has been rapid but not uniform, and has led to a dizzy¬ 
ing variety of arrangements for delivering and paying for health care services, and 
an alphabet soup of new organizational forms. In this document, we use the term 
“managed care” to apply to arrangements that contain some or all of the following 
elements: 


1) Providers, including physicians and other clinicians, are either directly 
employed by the managed care organization (MCO), or they contract with the MCO 
to provide services to a covered population; or the hospitals, clinics, and non¬ 
hospital health care facilities where the physicians and clinicians practice are owned 
by the MCO, or contract with the MCO as part of a network of service providers 
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who have agreed to serve a covered population. The MCO takes responsibility for 
certifying the credentials of the providers on its staff or in its network, and these 
providers must meet financial and operating standards, as well as quality stan¬ 
dards, to remain in the network. 

2) Health plan members (the covered population) are channeled to these 
providers through a variety of methods and incentives. Though members often 
have the option to use providers outside the network, this option may impose 
additional out-of-pocket costs on the member who exercises this option. 

3) The MCO collects data on the health care status of its beneficiary 
population as a group and on utilization and quality within its network, and it 
attempts to manage both utilization and quality in an effort to improve the latter 
while controlling costs. 

4) The contracts and compensation systems by which providers are 
paid often impose some sort of risk-sharing on the providers. Purchasers and 
enrollees often share in the financial risk as well. 

“Managed care,” then, represents an alternative to the system that domi¬ 
nated the delivery and financing of health care in the United States from the 
beginning of the postwar period until the 1990s. The old system included indem¬ 
nity insurance schemes, under which insured beneficiaries sought out medical 
care when they wanted it and from whom they wanted it, doctors and other 
providers charged for those services on a fee-for-service basis, and the bill was 
sent to the insurance company (or to Medicare or Medicaid) for reimbursement. 
Under this “traditional” system, no party intervened between the patient and the 
provider to either assure quality, set treatment protocols and standards, or at¬ 
tempt to manage or limit utilization. A third party (the government, or employers 
through the insurers) “intervened” to pay the bills, however. Providers were 
generally paid whatever they billed (subject only, in some cases, to caps based 
on “usual and customary rates” for each service) for whatever services they 
provided, and were insulated from the impact of their decisions on system-wide 
costs. 


Although even the traditional system imposed some limits on reimburse¬ 
ments—many indemnity insurance plans do not reimburse at all for dental care, 
eye care, or preventive services, for example—managed care systems utilize a 
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more comprehensive effort to control costs by setting up incentive systems that 
influence the choices made by both plan members and providers about services 
and treatment paths. Sometimes this is accomplished through direct utilization 
controls and limits, but, more often, the system works by creating clear economic 
linkages between choices made by the providers and patients and system-wide 
costs. MCOs often use copayments, or compensation or reimbursement restric¬ 
tions, or some combination of these, to achieve these linkages. For certain ser¬ 
vices and certain providers (e.g., those outside the network), an MCO may simply 
not reimburse enrollees or compensate providers. For other services, enrollees 
may be required to get prior approval from a primary care physician, whose job is 
to supervise the overall treatment of the enrollee and control the enrollee’s 
access to specialists and to expensive technology. Primary care physicians, in 
turn, may be compensated in ways that are designed to encourage them to limit 
the enrollee’s use of expensive resources. 

It is this attempt to manage the relationships between patients and pro¬ 
viders—both for quality management purposes and to create incentives for pro¬ 
viders and patients to pay attention to the system-wide as well as individual 
costs and benefits of treatment decisions—that is at the heart of managed care 
and that raises so many troubling new ethical questions. 

Some of the organizations that are involved in managed care delivery 
systems are for-profit organizations, while others are not-for-profit. But although 
the two types may operate under somewhat different norms and operating im¬ 
peratives, and although the added responsibility to shareholders in for-profit 
organizations can further complicate the relationship between patients and pro¬ 
viders, it is not the “for-profit” vs. “not-for-profit” distinction that defines “man¬ 
aged” care. It is the management by a new party or set of parties of the terms of 
the relationships between patients and providers. These new parties typically 
represent, directly or indirectly, the party who is ultimately paying for the ser¬ 
vices. In principle, these new parties are accountable to the purchasers (often 
employers who purchase coverage for their employees), to their investors (bond¬ 
holders and sometimes shareholders), to the providers in their network, and to 
their enrollees as a group, in addition to individual enrollees. 

To understand the new relationships and the ethical dilemmas they raise, 
it is useful to understand a little of the history and the economic pressures behind 
the transformation to managed care. 
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History of the Development 
of Managed Care 

Versions of both 
managed care systems and in- 
demnity/fee-for-service sys¬ 
tems arose in the early part of 
this century out of attempts 
to develop arrangements by 
which a growing middle class 
could pre-pay for health care 
services, at a flat monthly or 
quarterly rate, and thereby 
protect themselves and their 
families against the possibility that a financially catastrophic health care event 
could impoverish them or put them at the mercy of public charities for medical care. 
Several different types of risk-pooling arrangements were developed to respond to 
this new demand. In some parts of the country, for example, orders of religious 
women recruited members who would pay a flat monthly fee in exchange for guar¬ 
antees that, should they ever need to be hospitalized, they would be treated with¬ 
out charge at hospitals run by those women. Similarly, Blue Cross organizations 
grew up in communities around the country where groups of individuals got to¬ 
gether to pool their funds and share the financial risk of hospitalization, and Blue 
Shield organizations performed a similar service to insure enrollees against the risk 
of other high cost medical services. In the case of the religious hospitals, the 
advance payments provided part of the capital needed to finance the construction 
of hospital facilities. 

During World War II, wage and price controls prevented employers from 
directly raising wages to attract and keep workers, but employers were permitted to 
add or expand certain benefits to improve the non-wage compensation of workers. 
During this period, then, numerous large employers began providing pensions and 
health insurance for their workers. By the end of the war, about one-third of work¬ 
ers had employer-provided or employer-subsidized hospitalization insurance. By 
the late 1960s, about 80 percent of people under age 65 had insurance coverage for 
at least hospitalization and surgery, and health care benefits had come to be a norm 
in the labor market. Kaiser Permanente, one of the first HMOs and a pioneer in 
managed care, also got its start during the war, as California industrialist Henry 
Kaiser looked for an innovative way to provide health care insurance for his firm’s 


0 A “consumer report” issued by 
© the governments reported opera- 
*■ tive mortality data on cardiac surgeons 
£ practicing in the state. The report, which 
|_ included adjustments for severity of ill¬ 
ness, found that the surgeon at Hospi- 
q tal A has a 10% higher operative mor- 
0 tality rate than the surgeon at Hospital 
B. An internist who practices in the 
® physician-hospital organization (PHO) 
0 associated with Hospital A has seen 
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the report and believes the results. There have been rumors about the 
quality of the surgeon at Hospital A for several years, yet the surgeon 
remains very active, and the hospital has a large referral base to keep him 
busy. Hospital A makes a good proportion of its income from this surgeon’s 
cases. The PHO has an exclusive arrangement with Hospital A under 
which all tertiary care for patients of physicians in the PHO is to be pro¬ 
vided by Hospital A. The internist has a patient who needs bypass surgery 
and is scheduled to have the surgery at Hospital A next week. Should he 
tell his patient about the report on the cardiac surgeon? Should he tell the 
patient about the exclusive arrangement his group has with Hospital A? 
Should he urge his patient to have the surgery at Hospital B? 


construction workers and their families. But the vast majority of employers chose 
indemnity/fee-for-service plans, and a sizeable industry emerged to serve as a 
financial intermediary, collecting premium payments from workers and their em¬ 
ployers, and then reimbursing them for covered medical expenses that they in¬ 
curred. Eventually, insurance companies began paying doctors and hospitals di¬ 
rectly upon submission of bills for services rendered to plan beneficiaries. 

Thus, from early in the postwar era in this country, the widespread use of 
health insurance plans to finance health care services severed the linkage in the 
minds of patients and providers between the specific services a patient receives 
and the total cost to the system of providing those services. Employers and indi¬ 
viduals paid premiums to 

insurance companies, who collected the funds, underwrote the risks, and managed 
the payments systems. And enrollees and their physicians and other providers 
made the decisions about what services and treatments to provide without having 
to think about the dollar cost of each service or unit of care. 

Meanwhile, largely out of sight of most patients and providers, state and 
local governments assumed responsibility for many aspects of community health, 
such as the provision of sewers and sanitation, control of epidemics, immunization 
programs, and the construction of community hospitals. And charity groups, 
universities, and other nonprofit organizations helped to fund the cost of these 
“public” goods as well as others, such as research, education and clinical training, 
and provision of health care services to the indigent. Employers and individuals 
who purchased insurance plans also helped to fund the cost of these public goods, 
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The board of a not-for-profit health maintenance organization 
(HMO) is reviewing its financial position, trying to assess the implications 
of third-quarter numbers indicating that costs have been double what they 
were projected to be for pharmacy use, coverage of emergency services, 
and referrals to out-of-network physicians. The HMO’s bond rating has been 
downgraded, even as the HMO has been seeking investment capital to 
purchase a new clinical information system. One of the questions on the 
table is what to do about the “dues subsidy program,” which it operates as 
part of its historic mission as a community-oriented HMO, as well as to 
satisfy requirements for its 501(c)(3) (non-profit) status from the Internal 
Revenue Service. The dues subsidy program redirects five percent of net 
revenues toward subsidizing premiums of qualified low-income members. 
Data from the program indicate that members enrolled under the program 
are disproportionately sick and are high utilizers. Their costs, in aggre- 


though they did so indirectly by paying fees to hospitals and clinics that included 
some implicit subsidy for charity work, clinical training, and research. And physi¬ 
cians and clinicians also helped fund some of these costs through the provision of 
pro bono care. 

Under the traditional system, then, health care providers and individual 
patients had minimal interaction with those who had responsibility for, or were 
paying for, the public goods that provided the basic health care infrastructure and 
minimal awareness of the linkages between population health and their own health 
care costs. The indemnity insurance system, in fact, tended to make them oblivious 
even to the costs of their own health care choices. Providers could focus almost 
exclusively on meeting the needs (and desires) of the individual patients (indeed, 
the professional oaths of physicians and other providers taught them that this is 
what they were supposed to do), and some unseen third party would pick up the 
tab. In this system, autonomy—both that of the patient and that of the provider— 
came to be regarded as an almost inviolable right, necessary for the dignity of the 
patient and the professional integrity of the provider. 

Throughout the postwar period, as health care technology advanced and 
new treatments and therapies became available to a much larger share of the popu¬ 
lation, society redefined many human problems as health care problems and began 
to think of health care as a fundamental “right.” Life expectancies were extended, 
and the years added were often ones with high health care needs, expectations 
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were raised, and the demands 
that patients and their provid¬ 
ers made on the system grew 
explosively. By the 1980s, ag¬ 
gregate health care costs in 
the United States were rising 
at clearly unsustainable rates, 
the United States was spend¬ 
ing far more of its gross do¬ 
mestic product on health care 
than any other industrial coun¬ 
try, without significantly bet¬ 
ter outcomes (according to 
measurable indicators), and 
both employers and the gov¬ 
ernment—who were paying 
the bill—began urgently searching for a better system. 

In the absence of political willingness to move toward direct government 
regulation of health care delivery, “managed” care was the market-based solution 
chosen by numerous health care purchasers. Managed care represents a signifi¬ 
cant paradigm shift from the indemnity/fee-for-service system because it attempts 
to combine institutionally, in various ways, the function of delivering health care 
services with the risk-pooling and payments management function handled by 
insurance companies in the indemnity/fee-for-service system. In doing this, it 
provides a variety of explicit mechanisms or incentives for encouraging patients 
and providers to be accountable for the costs they are imposing on the larger 
system by their individual choices. It also provides a mechanism for focusing the 
attention of decision makers on aggregate outcomes, and creates incentives for 
controlling aggregate costs, managing quality, and improving the overall health 
outcomes of the covered population. It attempts to do these things in a number of 
ways, such as screening and certifying the credentials of providers, assembling 
data that can help providers better understand and compare the track record of 
different treatment protocols for different diagnoses, and creating financial incen¬ 
tives to encourage providers to follow recommended protocols. But managed care 
is controversial because it can achieve these goals only by intervening, to some 
degree, in what had been a relatively autonomous and uncontrolled relationship 
between providers and patients. Thus, in managed care systems, patient and 
physician autonomy—so sacred in the indemnity/fee-for-service system— must 


gate, are approximately four times the 0 
premium rate charged them. Mean¬ 
while, several large purchasers have ™ 
been inquiring about the financing of the ty 
program, expressing concern that their 
premium dollars are being used to pay 0 
for the program. A board member pro¬ 
poses that the program be discontin¬ 
ued in light of financial losses and com- TJ 
mercial purchasers’ concerns. He ar¬ 
gues that even not-for-profit HMOs have 0 
fiduciary obligations to their large pur- ^ 
chasers in times of financial losses. 
What should the board do? ■! 
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be balanced explicitly against values and goals that were previously associated 
with either the risk pooling/payments management functions, or the community 
health functions of the health care system, or both. 

Uncovering Formerly Latent Conflicts (and Creating New Ones) 

The attempt to combine health care delivery with risk pooling/payments 
management, and to thereby bring cost awareness into the relationship between 
providers and patients, inevitably brings into the open conflicts that were latent in 
the old system, such as those between social goals and individual wants and 
needs. It can often appear as if one goal is pitted against another. Moreover, the 
same mechanisms that create the possibility of cost containment and quality en¬ 
hancement can, unfortunately, also be abused for very different ends: those who 
learn to manipulate the system can extract significant profits from it by marketing to 
certain low-risk populations and thereby “skimming the cream” off the risk pool, by 
cutting back on services delivered or cutting comers on quality, or by ending the 
subsidies that the old system provided for public health goals such as teaching, 
research, or care for the indigent. The possibility of abuses such as these (com¬ 
bined with anecdotal evidence of some actual abuses) has undermined the trust of 
patients and plan members in their health care providers, threatening the moral 
legitimacy and political viability of the new system. 

But it is important to understand that the weakening of trust does not 
necessarily arise because decision makers in managed care are more venal than 
decision makers in the indemnity/fee-for-service system. Rather it arises because 
of the inherent conflict of cultures, values, and goals between: 1) the patient care 
functions; 2) the population health functions; and 3) the risk pooling/payments 
management functions of the system—functions which have now been institution¬ 
ally combined in managed care. 

Under the old system, these functions were separated institutionally and 
different parties were typically responsible for each function. Each party devel¬ 
oped its own norms, cultures, and ethical imperatives somewhat independently of 
the norms, cultures, and ethical imperatives that were appropriate in the other 
functions. In delivering patient care, for example, norms and standards were devel¬ 
oped that stressed professional integrity and independence on the part of provid¬ 
ers, and that stressed commitment to attending to the patient’s needs, as well as the 
patient’s right to control his or her own care. The insurance function—since it was 
separated from health care delivery—was regarded as “just a business,” and indi- 




Ethical Issues in Managed Health Care Organizations 


15 


viduals handling this function were subject primarily to “business” norms and 
standards, which stress cost effectiveness, integrity of contract, and accountabil¬ 
ity to financial investors. Among individuals whose focus was population health, 
norms and standards were developed that attempted to balance the needs of the 
group against the needs of individuals: the need to prevent harm to the public (e.g., 
from communicable diseases) against the rights of individuals in the community to 
freedom and privacy, or the use of resources for preventive care in the population 
as a whole against the use of resources for heroic life-extending measures for 
individuals. 

In each case, the norms may have been quite ethically appropriate for the 
one function in which they were developed, and as long as the responsible parties 
worked within their own ethical traditions and boundaries, the potential conflicts 
between and among these traditions were unlikely to be apparent in any given 
decision. In managed care, by contrast, decisions that relate to all three functions 
are often the responsibility of the same people—the administrative and clinical 
managers of the managed care organization. These actors must interact with, and 
make decisions that affect, individuals who still operate primarily within only one of 
the functions and whose expectations are shaped by the norms and standards 
operative within that function. Hence, the conflicts can be intense, with affected 
parties experiencing a tremendous sense of righteous indignation that the norm or 
standard they hold so important in their sphere is seemingly flouted by participants 
coming from another tradition. 

One of the goals of the Woodstock project was to enhance the under¬ 
standing that all actors in the new integrated systems have of the standards that 
operated in their part of the traditional system, and to encourage them to begin 
thinking about the norms and standards that are necessary in an integrated system. 
In this way, we hope, the actors involved can confront the conflicts, weigh the 
trade-offs in a somewhat more dispassionate way, and arrive at workable resolu¬ 
tions that appropriately balance and respect the values of all the traditions. 

In our effort to achieve this goal, we attempted to write down the goals 
and values appropriate to each of the three main functions described above (deliv¬ 
ery of patient care; promoting and protecting the health of the entire population; 
and the insurance function), and then to see if we could write down and rank the 
goals and values that are appropriate in an integrated system. We were unable to 
reach agreement on any such ranking, however. Members of the group felt that the 
values that should have priority in any given decision were too much a function of 
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the specific facts of the situation. Rather than debating the abstract values and 
goals of an integrated system, then, the group agreed to focus on the process by 
which decisions are made in particular situations. In the following section, we 
present and discuss an approach to decision making that the group felt would 
move decision makers toward an appropriate balancing of competing goals and 
values in any given decision. 



SECTION III 


A PROCESS 
FOR ETHICAL 
DECISION MAKING IN 
MANAGED HEALTH CARE 


The great promise of managed care is its attempt to integrate 
previously separated functions of the health care system, and thereby control 
costs, improve quality, and bring about a more sustainable balance between the 
interests of individual patients and doctors and the needs of larger communi¬ 
ties of people. While managed care is a conflict-laden system, this may, in the 
long run, be the source of its strength, since it can force participants in the 
system to confront directly the conflicts that are hidden in the indemnity/fee- 
for-service system, and it can provide an institutional mechanism through 
which those conflicts can be worked out in a balanced, equitable, and ethical 
way. But if managed care decision makers are going to have the moral author¬ 
ity to achieve this integration and to enable participants in the system to 
negotiate their way through the conflicts, key decision makers must consis¬ 
tently act in ways that merit the trust of other participants. 

The Central Importance of Mission 

Members of our group felt that the starting point in creating and main¬ 
taining organizations that merit trust is the development of clear mission state¬ 
ments that outline a morally legitimate organizational purpose and a set of goals 
and priorities for achieving that purpose. Those goals may include purely 
financial and economic targets, such as profits or share value, but the group felt 
strongly that individuals and organizations that provide health care services 
directly to patients must not allow financial goals to supersede or compromise 
the requirements of compassion in the care and service of patients. Health care 
professionals—MCO executives and administrators as well as physicians and 
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other clinicians—must be mindful of the humanity of their patients. The en¬ 
counter between provider and a patient is not just an economic “transaction.” 
It is a human interaction, a relationship between someone with special expertise 
and someone desiring a kind of help that may, to that person at least, seem to 
strike at the very essence of who he or she is as a human being. 

The central purpose of managed care organizations, then, should be 
the delivery of services to relieve human suffering by restoring the health of 
individual patients to the extent possible after illness or injury, and to prevent 
illness from occurring wherever and whenever possible. The organizational 
goals of an MCO must reflect and support such values as: compassion and 
respect for the human needs of patients; respect for the autonomy of the pa¬ 
tient; the right of the patient to confidentiality and privacy; honesty, accuracy, 
and openness, both in the relationships with patients as patients, and in the 
business relationships; accountability to all the parties affected by decisions; 
efficient use of resources; commitment to the advancement of medical knowl¬ 
edge; integrity and professionalism; and openness to feedback and criticism. 
The requirements that the organization pay adequate salaries, provide an ad¬ 
equate return to financial investors, measure outcomes and strive for improved 
quality, and keep costs affordable for payors should be viewed as means to the 
end of delivering health care services to a covered population, rather than as 
ends in themselves. 

Resolving Conflicts in an Ethical Way 

The mission statement can, and should, set high-minded ideals. But 
it will probably be stated in general terms that may, in practice, seem some¬ 
what vague. And even with the most carefully defined, clarified, and articu¬ 
lated mission statement serving as an organizational beacon, conflicts will 
inevitably arise. These may be conflicts between decision makers over the 
best way to achieve a stated goal, or they may be more fundamental conflicts 
among two or more organizational goals, or between the goals of the organi¬ 
zation as a whole and legitimate individual goals of enrollees, payors, physi¬ 
cians, other clinicians, or administrators. Different values may be implicated 
in each conflict situation, and the weights to be placed on each of those 
values will vary depending on the facts of the situation. Hence our group felt 
that we could not recommend or prescribe ethical outcomes a priori. But we 
could recommend a process for resolving conflicts and reaching decisions 
that are ethically supportable. Such a process will take into account the 
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relevant facts and provide a mechanism for identifying the various stakehold¬ 
ers and their values, and for ranking or weighting those values and reaching 
a responsible decision that is consistent with the central purpose of the orga¬ 
nization. 

Our group was somewhat conflicted about the shape of that process, 
however. Some members of our group felt that if the managed care system is to 
have moral and political legitimacy, the decision-making process it uses must 
be one that seeks consensus among all the affected stakeholders. Others felt 
strongly that complete consensus will rarely be achievable, and that, while it is 
an ethical requirement that decision makers attempt to understand and be sen¬ 
sitive to the preferences and goals of their various stakeholders, and the impact 
of the decision on them, in the end, it is also, ultimately, a requirement of lead¬ 
ership to make the decision and take responsibility for it. Ideally, a decision 
maker will directly consult affected stakeholders, or, where this is not feasible 
for some reason, will make an effort to consult with parties who can represent 
the interests of affected stakeholders in an unbiased way. The group ultimately 
opted for the consultative rather than the consensus model. 

In part A below, we outline the steps of an idealized decision-making 
process in which the decision maker strives toward consensus, but ultimately 
makes and takes responsibility for the decision. Although the steps may seem 
cumbersome for some decisions, for any decision that involves setting key 
policies or precedents, our group strongly recommended following some ver¬ 
sion of the idealized process. Many cases that confront managed care decision 
makers on a daily basis, however, may not warrant the elaborate consultative 
process outlined in A, or will require a more rapid decision than the idealized 
process will permit. In part B, then, we provide a condensed version of the 
process outlined in A, in the form of a checklist of questions that a decision 
maker should ask and answer in the process of making ethically difficult deci¬ 
sions. If decision makers practice using these tools, our group believes, they 
will develop the habit of ethical deliberation as part of the decision-making 
process. It is the job of managed care executives at the highest levels to make 
sure that decision makers within their ranks develop such habits so that ethical 
decision making becomes the norm, rather than the exception. 

In the section that follows parts A and B below, we apply the process 
to a specific case to illustrate how this process could be used to arrive at an 
ethically defensible decision. 
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A. Addressing Ethical Dilemmas that Have Policy or Precedent-setting Sig¬ 
nificance 

Not all ethically-laden decisions—even those that implicate policy— 
should require an elaborate decision-making process. Many should be obvi¬ 
ous. The most basic requirements of ethical behavior and decision making by 
someone who must make decisions for a group of people, for example, are that 
the decisions not be driven by malice or by solely self-interested motives. 
Do not withhold care from someone who is suffering and could be helped 
simply for the sake of increasing this quarter’s bonus payment. Do not lie 
about a diagnosis to manipulate the system and draw more resources under 
your control. Do not put up mindless and costly bureaucratic barriers to 
approval for specialized care as a mechanism for inhibiting demand. Do not 
violate a patient’s confidence by reporting personal medical information to a 
patient’s employer, unless required by law, or unless the patient has agreed to 
have the information released to the employer. Enhancing the personal wealth, 
or power, or status, or reputation of the decision maker is, by itself, never a 
sufficient countervailing good to justify these actions. 

But beyond the basic exhortations not to lie, cheat, steal, or deliber¬ 
ately harm another person, the hard ethical dilemmas arise out of cases in 
which important ethical principles, values, and goals come into conflict. When 
such conflicts are identified, how are they to be resolved? 

The process we propose for reaching ethical decisions about such 
conflicts presumes that the decision maker is the official in the managed health 
care organization at whose level the particular issue is properly addressed. 
Because transparency is important for moral legitimacy, all who are part of a 
given managed care system should understand, or be able to find out easily, 
who has the final authority for particular decisions, how those decision mak¬ 
ers go about their task, and, if appeals are possible, what the procedures are 
for appeals. In this way, all who opt into a given system can know what the 
rules of the game are and can have some assurance that those rules are not 
completely arbitrary or susceptible to corruption. And even those who find 
themselves in a given system not by their own choice are at least better armed 
to participate in the decision-making process where possible, or to influence 
or challenge it where they cannot participate directly. 
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1. Assembling the Facts and Describing the Problem 

The first step in problem solving is to understand the problem fully 
and accurately. This means assembling the background facts about the conflict 
and attempting to clarify the nature of the conflict or uncertainty. The mission 
statement of the organization should provide guidance in deciding what facts 
are relevant, and later, in weighing possible courses of action. It is also useful 
as the decision maker is gathering information to ask the stakeholders (see 
below) how they understand the facts, and what they believe to be the nature of 
the conflict. This not only provides different perspectives on the facts, but it 
may also lay the groundwork for steps 3 and 4 by helping the parties involved 
in or affected by the decision to acknowledge that their own cherished values 
are not the only ones at stake, and that the conflict is a true conflict, with 
legitimate values on both sides. A conflict that is never faced head-on can be 
decided, but never truly resolved. 

2. Identifying the Stakeholders Affected by this Decision 

Working out the conflicts involved in a decision requires identifying 
the parties who have something at stake in that decision. Who are these stake¬ 
holders? In addition to those the decision maker has already engaged, are there 
other, not-so-obvious stakeholders whose interests need to be considered? 
Who will be affected by the decision, through responsibility for implementing 
it, or by experiencing its outcomes? Because there is an attempt in managed 
care to integrate the functions of health care delivery with risk pooling and 
payments management into one organization and to draw on population health 
management techniques to influence aggregate outcomes, decisions frequently 
affect stakeholders in all three functions. Therefore, it is common for a decision 
to affect health plan enrollees, patients and their families, physicians and other 
health care practitioners, provider organization staff and managers, health plan 
administrative and clinical leaders, private-sector and government purchasers, 
and shareholders and other investors. All may be legitimate stakeholders in a 
given case and may have both overlapping and competing values. The indi¬ 
vidual who is called upon to make the decision is usually also a stakeholder. An 
attempt to resolve a value conflict or uncertainty that fails to identify these 
multiple views in order to take them into account is unlikely to satisfy important 
stakeholders. The resulting decision might even fall outside what society is 
willing to accept. 
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3. Identifying the Interests, Values, and Preferred Outcomes of Each 
Stakeholder 

Once the stakeholders have been identified, the decision maker should 
identify the values that are important to each of them in the decision that must be 
made. Wherever feasible, and within the limits imposed by the nature of the 
problem and the requirements of confidentiality, it may be useful to bring affected 
stakeholders together and let them speak for themselves. It may be necessary, 
however, for some stakeholder voices to be represented by proxy; in such cases 
the decision maker should make a good faith effort to understand and take into 
account potential biases and conflicts of interest that various stakeholder repre¬ 
sentatives may have. In day-to-day decisions that must be made quickly, deci¬ 
sion makers will probably not be able to bring stakeholders together nor even to 
solicit such input from all the relevant stakeholders. But the exercise of actually 
doing so periodically for some decisions, especially decisions that set prece¬ 
dents or are important for policy reasons, can help the decision maker understand 
how the world looks from those other perspectives—an insight that is critical in 
making ethically sound decisions on a day-to-day basis. 

4. Evaluating Priorities in This Case. 

To the extent possible, the decision maker should invite each stake¬ 
holder or representative to outline which priorities are most important to him or 
her. The importance of listening at this stage cannot be overstated. Stakehold¬ 
ers should initially be given a chance to speak freely and fully, without contradic¬ 
tion or analysis. If the stakeholders can be brought together so that all of the key 
stakeholders are given a chance to hear how the others see the issue, and if each 
feels that he or she is being heard, the various stakeholders may on their own 
move toward a more comprehensive, complex perspective that does justice to the 
full dimensions of the problem. But even if they do not, the decision maker must 
make an effort at this stage to rank the goals and desires of the various stakehold¬ 
ers, in light of the mission statement of the organization and other imperative 
needs. 


5. Brainstorming About Possible Solutions or Courses of Action 

Stakeholders should all be invited to suggest solutions or courses of 
action that they believe will satisfy their most cherished values and goals in this 
case, while doing the least damage to competing goals. The decision maker must 
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then evaluate each proposed course of action according to the values and goals 
it promotes or sacrifices. Are there compromises that all would be comfortable 
with? Are the proposed courses of action consistent with and supportive of the 
mission statement of the organization? Can any of the stakeholders imagine a 
new course of action that would promote all of the important values? 

6. Making the Decision 

In some cases, if stakeholders or their representatives are given a chance 
to work through the first five steps together, they may reach consensus on their 
own. If so, this would provide compelling guidance for the decision maker in 
making the decision. This is the strongest advice that a decision maker can be 
given. And in some cases, even if they do not reach consensus on the first try, 
the issue and the need for consensus may be of such paramount importance 
that it is worth repeating steps 3, 4, and especially 5 to try again to reach 
consensus. 

In the end, stakeholders may not be able to reach consensus, making the 
decision by the clinical or administrative executive more difficult. If a decision is 
particularly important and contentious, and if there is time, the decision maker 
may want to make a preliminary decision but “sleep on it” for a day or two before 
communicating or implementing the decision. This will allow time for the person¬ 
alities involved in the conflict to recede, so that compelling arguments that may 
have been made by less forceful advocates can be given appropriate weight. It is 
also a good idea for the decision maker to identify a wise and trusted colleague 
who is not a stakeholder in this particular case and ask for his or her feedback 
about the conflicting values and the preliminary decision or choice of action. 

7. Communicating the Decision 

Decisions about provision of care or services for a particular patient 
are always confidential, and most managed care organizations will have a very 
specific protocol to follow in communicating those decisions to certain stake¬ 
holders. In some cases, this protocol may be subject to state regulation. For 
example, the patient or guardian and the requesting provider should be notified 
immediately by telephone of a decision about a requested exception to cover¬ 
age, and should, within a few days, be provided with a follow-up letter, over the 
signature of the decision maker, that gives an explicit and complete explanation 
of the decision in writing. 
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For decisions that involve policy or set precedents, it may be important 
to communicate to a wider group of stakeholders what the decision is and why it 
was made—with appropriate regard at all times for protecting the confidentiality 
of individual patients. Any such communication should affirm values or goals 
that may have been compromised in the given decision, and explain why, in this 
case, other values or goals were given precedence. Some such decisions may 
even need to be institutionalized in written policy and procedures, so they can 
serve as further guidance to those who were not parties to the original decision¬ 
making process. Decisions that are expected to help set an ethical norm within 
the organization, for example, may require some additional action by leaders: 
repeatedly espousing ethical positions themselves, explaining their basis, ex¬ 
pecting others to follow them and rewarding those who do, and personally be¬ 
having in accord with those positions. (Practical suggestions about ways to 
develop and sustain an ethical corporate culture are to be found in the publica¬ 
tion from an earlier Woodstock Seminar on Business Ethics, entitled Creating 
and Maintaining an Ethical Corporate Climate, Georgetown University Press, 
1990). 


8. Monitoring, Learning, and Making Adjustments 

Once decisions that involve policy have been made and implemented, it 
is easy for them to be forgotten or ignored, especially because the underlying 
value conflicts often persist, and stakeholders (often unknowingly and uninten¬ 
tionally) may gradually undo the effect of a decision by subsequent contrary 
choices or actions. Only active monitoring of the actions taken in similar circum¬ 
stances can determine whether a change in subsequent decisions is occurring. If 
a change is 

detected, it may require reaffirmation of the original resolution, or it may indicate 
that changing circumstances, stakeholders, or values require a new resolution to 
the value conflict or uncertainty. 

Solving ethical problems in a rapidly changing world is not an exercise in 
laying down principles and deducing conclusions. However true certain prin¬ 
ciples may be, they must, in practice, be applied on a case-by-case basis. Each 
case requires familiarity with the given situation, adequate insight into its causes 
and its possibilities, and ingenuity in discovering new solutions. Further ingenu¬ 
ity and insight is required in developing and adapting those solutions to subse¬ 
quent cases. The process is one of continual renewal, requiring a continuous 
challenge to and review of past decisions. 
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B. Addressing Day-to-Day Decisions 

Not every decision is of such moment that it should call forth the level 
of time and attention required to implement the process outlined in part A 
above. But every decision that physicians, clinicians, and administrators in 
managed care make should reflect the same ethical considerations and careful 
attention to the needs, values, and goals of the many stakeholders affected by 
the decision. The following is a condensed version of the process outlined 
above, in the form of eight questions or sets of questions decision makers 
should ask themselves, and answer, in the process of making quick, day-to-day 
decisions that involve ethical conflicts. 

1. What is the mission statement of your organization? Read it. 

2. What is the nature of the conflict at hand? And which stakeholders 
(including yourself) will be affected by your decision? List them. 

3. For each stakeholder you have listed, write down what you believe 
to be his or her: 

a) needs; 

b) desires; 

c) preferred outcomes in this case. 

As a check on your own biases, how do you know what each stake¬ 
holder needs or wants? What is the source of your knowledge or insight? 

4. Compare the values and goals of the different stakeholders, as out¬ 
lined in 3 above, with your mission statement; rank-order the values for the 
decision to be reached. 

5. List all the courses of action you can imagine that would fulfill most, 
or at least the highest-ranking, values from your list in 4; try to develop some 
course of action that would fulfill all or most of the values. 

6. From the courses of action you have identified, choose the one that 
best fulfills the most important and, if possible, all or most of the values, and is 
consistent with your mission statement. 
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7. Before informing affected parties of your decision, ask a wise confi¬ 
dant for his or her reaction to the way you have done the first six steps above. 

8. When communicating your decision, state which values were the 
most persuasive, and why and how certain values which may have been com¬ 
promised in this particular decision continue to be important values in other 
contexts. 
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In developing the decision-making process outlined above, and 
confirming its usefulness, participants in this project attempted to apply versions 
of the process to specific cases. In this section, we report on the efforts of one 
group to make a decision about the case outlined at the opening of Section I. We 
present this section in narrative form to highlight the complexities of the case and to 
try to capture the flavor of the moral and emotional issues that our panel of participan¬ 
ts confronted. 

One member of the group took the role of Dr. Stanley, while the rest of us 
played varying roles as we “gathered” the relevant “facts,” and identified and 
weighed the important values at stake in this case. (All of the names and “facts” in 
the following case are hypothetical, and, as we will note later, the group explored a 
number of variations on the scenario laid out below). 

1. Assembling the Facts and Describing the Problem 

The relevant part of Springdale’s mission statement says: “Springdale 
Health Systems is committed to delivering the highest quality care for each of our 
members. We accomplish this by building and maintaining a network of the most 
highly qualified providers in all specialties, gathering the right information about 
each member’s needs, and matching the appropriate services to those needs.” 

The child in this case, Jason Martin, has a brain tumor that his oncologist, 
Dr. Hill, believes to be inoperable. Conventional chemotherapy treatments have 
failed to halt its growth. Dr. Hill believes that, without further treatment, the boy has 
only about three to six months to live. Dr. McQuaid is the family pediatrician, who 
has cared for Jason and his two siblings since their births. She has read about a 
new cancer-fighting drug being tried on patients with this particular kind of tumor 
at a regional tertiary care center in a city four hundred miles away, and understands 
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Dr. Stanley is a medical director 
at Springdale Health Systems, a regional 
managed care organization. He chose 
to work for Springdale because it had a 
reputation for, and a strong commitment 
to, delivering appropriate, high quality 
care to its covered population, and was 
at the fore front in developing practice 
protocols based on careful, population- 
based outcomes research. He serves 
on an internal review committee that sets 
Springdale’s policies about coverage for 


that the drug has shown 
promising results in clinical 
trials. With Dr. Hill’s sup¬ 
port, Dr. McQuaid ap¬ 
proached Dr. Kingman, who 
heads the research effort on 
the new protocol, about ac¬ 
cepting Jason as a patient 
and asked Springdale to 
cover the cost of transfer¬ 
ring Jason to that center for 
treatment by Dr. Kingman 
with the new drug. Neither 
Dr. Kingman nor the re- "“^ 

gional care center are in Springdale’s network, and the treatment Dr. Kingman is 
using is still considered to be “experimental/investigational” according to the “tech 
assessment” in the Blue Cross/Blue Shield Technology Assessment Center manual. 
Jason’s parents are, obviously, distraught, but are determined to do everything 
they possibly can if it would buy Jason another chance. The new treatment at the 
regional center is expected to cost around $180,000 at a minimum. Jason’s mother 
quit her job six months ago to focus on Jason’s care, his father’s income is modest, 
and the family has already exhausted its financial resources and accumulated sig¬ 
nificant debts. Jason is weak, but he’s a cheerful and upbeat child and wants to try. 
The suburban newspaper for his neighborhood began following his story when the 
students at Jason’s school held a series of fundraisers to help the family. 


The Martin family is in a commercial HMO plan, with premiums paid by Mr. 
Martin’s employer. The contract language in the plan explicitly excludes coverage 
for out-of-network care and for “experimental/investigational therapies and proce¬ 
dures,” but allows for exceptions to the latter to be made with medical director 
approval. On the basis of the contract language and the fact that Dr. Kingman and 
the regional center are not in Springdale’s network, the Martins and Dr. McQuaid 
were initially told by the case manager at Springdale that the new treatment would 
not be covered. Dr. McQuaid has proceeded through appropriate channels to the 
next level of appeal, which brings the case to Dr. Stanley and his committee. But in 
the meantime, a reporter for the suburban paper learned from the family of the initial 
denial of coverage, gave the story big play, and, because of its compelling human 
interest and its seeming relevance for health care policy debates, the metropolitan 
paper and two television stations have picked up the story. Dr. Stanley received 
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new, experimental treatments, and reviews applications for exceptions to 
these policies. This week, the committee must review an application by a 
family that wants to go outside the network to get a highly experimental— 
and, in his opinion, risky and unlikely to be successful—treatment for an 
eight-year-old boy with inoperable brain cancer. The family has already man¬ 
aged to gain intensive media attention in response to the initial denial of 
coverage by his organization. On the medical facts alone, given his doubts 
about the efficacy of the treatment, Dr. Stanley would be quite comfortable in 
denying the exception, and he is worried that granting the exception would 
set a bad precedent. But he is also worried that continued negative publicity 
involved in denying coverage could undermine Springdale’s hard-earned repu¬ 
tation for excellence. What should he do? 


two phone inquiries from reporters before he could even complete the fact-gather¬ 
ing step. 


After getting the basic facts from Jason’s file—and as understood by the 
family, the primary care provider (Dr. McQuaid), and the specialist (Dr. Hill) who has 
been treating Jason—Dr. Stanley says he wants to find out next what capability 
Springdale might have within its own network to meet the patient’s needs. In 
particular, he calls the oncologists at a tertiary care center in Springdale’s own 
network. Dr. Chan and Dr. Daniel (the latter is a pediatric oncologist). He also talks 
to Dr. Kingman at the regional center to learn more about the status of the clinical 
trials with the new treatment. He learns that the drug in question was unsuccessful 
in early trials and tended to cause precipitous drops in white cell counts and plate¬ 
lets. Over the last three years, however, Dr. Kingman has had very promising 
results with the same drug, following a different protocol. He has treated 63 adults 
and seven children with similar brain tumors. Twenty-one of these patients, includ¬ 
ing three of the seven children, have responded favorably, with an average exten¬ 
sion of life of 24 months. He also learns that Dr. Chan, who trained under Dr. 
Kingman, has also begun conducting clinical trials with this new drug and is at¬ 
tempting to use Dr. Kingman’s protocol. He has treated only 10 patients, including 
two children. Two of the adults, but neither of the children, have responded favor¬ 
ably so far. 

The conflicts, then, as Dr. Stanley sees them, are between, on the one 
hand, giving Jason and his family what they want—one last shot at a cure, or at 
least at an additional two or maybe three years of life—and reversing the unfa- 
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vorable media attention that this case has brought down on Springdale, and on 
the other hand, endorsing a path of therapy that is far from proven, incurring a 
cost that Springdale had not contracted for, and setting a precedent that could 
make it much harder to deny coverage in the future for other patients who want to 
try unproven treatments. The latter could, in turn, undermine the system’s com¬ 
mitment to quality and send its costs skyrocketing, forcing it to raise its premium 
charges. 


2. Identifying the Stakeholders 

The stakeholders in this case include, obviously, Jason and his family, 
his pediatrician (Dr. McQuaid), his oncologist (Dr. Hill), Dr. Kingman and his staff 
at the regional center, and Springdale Health Systems. A less obvious stake¬ 
holder is Mr. Martin’s employer, who was the purchaser of the plan under which 
Jason is covered. If that plan had been an ASO (“administrative services only”) 
self-insured product, rather than a standard commercial HMO product, then a 
decision by Springdale to approve coverage would commit the employer, not 
Springdale itself, to pay the costs. Yet Dr. Stanley says he cannot consult with 
the employer on this decision because that would violate the confidentiality of 
the member. But even with the standard commercial HMO product, the employer 
is still affected because if Springdale denies coverage, the negative public rela¬ 
tions fallout could affect the employer, who agreed to the language excluding 
experimental/investigational therapies. If Springdale approves coverage, on the 
other hand, and a precedent is set that causes costs to rise, the employer may be 
required to pay higher rates in the future. And the chain of consequences might 
not stop there. The employer could pass along the higher charges to its employ¬ 
ees, or it might choose to tighten up benefits even more to keep costs down. 

Another set of stakeholders who may not be so obvious are the doctors, 
hospitals, and other providers in Springdale’s own network. If Dr. Stanley denies 
coverage, primary care doctors and specialists in the system may be dismayed 
and demoralized. If he approves coverage, however, those doctors and special¬ 
ists may take that as a signal that the rules about coverage are not binding, and 
that they should simply push harder and get the media involved when they want 
to get an exception for one of their patients. Moreover, if he approves coverage 
for treatment with Dr. Kingman, that could be taken as a signal that he does not 
regard the oncologists at Springdale’s own tertiary care center as top rate—a 
very bad signal not only for internal morale reasons but for legal liability reasons 
if there were ever a malpractice suit involving those oncologists. 
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Within the Springdale system, there will probably also be one or two 
persons—a case manager, for example, and a customer relations officer—whose 
jobs include responsibility for helping the Martin family negotiate its way through 
the system and get the needed care for Jason. They may come to identify closely 
with the family in the course of such a case, but it is important to remember that 
there are other aspects of their jobs that create some conflicts of interest for them. 
They have other cases to manage that are also making claims on their time, and they 
may share in budget responsibility within the Springdale system. 

Another set of stakeholders are Springdale’s other members and purchas¬ 
ers. Will an exception here be understood by them as an expansion of benefits? A 
reduction in the standard of evidence required for approval of treatment? Will it 
lead to higher costs? Will they be willing to pay the higher rates necessary to cover 
those higher costs, or will Springdale find it cannot recover those costs in its rates 
and still be competitive? Will Springdale then be forced to squeeze costs out of 
other parts of the system to make up the difference? 

Then there are the media, and through the media, a chance, perhaps, to 
influence the state-level or even national policy discussion about the health care 
system. 


Finally, Dr. Stanley should understand that he himself is a stakeholder. 
How will his decision in this matter affect his professional reputation? He probably 
has budget responsibility, too. Will his handling of this matter affect his standing 
in the organization or his compensation? And if so, how? 

3. Identifying the Interests, Values, and Preferred Outcomes of Each 
Stakeholder 

It would not be feasible, nor would it be appropriate even if it were fea¬ 
sible, to bring all of these stakeholders into the same room to discuss the conflicts 
and possibilities. Dr. Stanley must nonetheless make the best effort he can to find 
out what each stakeholder wants. 

On one level, Jason and his family obviously want, against all odds, to 
restore Jason to health and give him a chance to live a full life. On another level, 
they may all just want to reassure themselves that they have done everything they 
possibly could do for Jason, not only to cure or at least stall the progress of the 
disease, but to comfort him and to comfort themselves through this excruciating 
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time. Does the family fully understand the risks of the experimental therapy? Would 
the therapy require the family to be separated, with Mr. Martin continuing to work, 
for example, while Mrs. Martin travels with Jason to the regional center for treat¬ 
ment? How does the family weigh the cost of not being together at this time versus 
the small possibility of an improvement for Jason? 

It would be inappropriate professionally for Dr. Stanley to bypass the 
doctors who have been closest to the family to find out what the family wants, 
although with their permission and/or encouragement, he might at some point meet 
with the family himself. In general, however, it is the role of the primary care doctors 
and specialists closest to the patient to speak for the interests of the patient and the 
patient’s family. Dr. Stanley should also ask the case manager and the customer 
relations officer what their understanding is of the goals and values of the family. 

Dr. McQuaid obviously wants Jason to get the new treatment. What is her 
basis for thinking that, in the face of the additional risks and costs, this would be 
good for Jason and his family? How strongly does Dr. McQuaid feel about this, and 
why? 


Dr. Hill is not the one who initially pushed for the experimental therapy, but 
he has supported Dr. McQuaid’s efforts to get an exception to coverage. Why 
didn’t Dr. Hill take the initiative here? Does he have reservations? What are they? 
Based on his knowledge of Jason’s situation and of Dr. Kingman’s technique, how 
does he think Jason would respond to the therapy? If Jason does not respond 
favorably, how will his quality of life for his remaining months be affected? Is Dr. 
Hill as excited in general about this new technique as Dr. McQuaid, and why? What 
does he think the family really wants? 

What does Dr. Kingman say about whether Jason would be a good candi¬ 
date for treatment with the experimental therapy, and why? 

What about the oncologists in Springdale’s own tertiary care hospital? 
How does Dr. Chan, in particular, feel about the results he has had so far with this 
new experimental therapy? Does he think Jason would be a good candidate for 
treatment, or a poor one, and why? Would he be willing to take Jason on as a 
patient? How does Dr. Kingman feel about the work being done by Dr. Chan at 
Springdale’s facility? Are the two teams of doctors (under Dr. Kingman and under 
Dr. Chan) comparing notes and working with each other, or are the clinical trials 
completely separate and, perhaps, competing at some level with each other? 
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Dr. Stanley must be cautious about the input he gets from either Dr. Kingman 
or Dr. Chan, who both are running clinical tests, because they will naturally want to 
expand their patient list and may be trying to prove the efficacy of a favored new 
technology in which they have developed a professional stake. Nonetheless, it 
should be in their self-interest to be as accurate as they can be in their assessments 
of Jason’s particular prospects, and if either of them were to accept Jason as a 
patient, it would obviously be in their professional self-interest to see that he does 
as well as he possibly can. 

As noted before, it would be a violation of the confidentiality of Jason and 
his family for Dr. Stanley to consult with Mr. Martin’s employer—the purchaser of 
the health insurance plan under which Jason is covered—about this case. But Dr. 
Stanley might want to get some feedback from the marketing vice president about 
whether employers in general, and perhaps Mr. Martin’s employer in particular, 
want and are willing to pay for the expansion of coverage implicit in a generous 
approach toward exceptions. He would also want to know what the standard of 
evidence has been on other exceptions that Springdale has granted. Would grant¬ 
ing an exception in this case be in line with the standard used in other cases, or 
would it represent a significant reduction of the standard? 

4. Evaluating the Priorities in this Case 

All of the stakeholders in this case are likely to say, and they should say, 
that they want what is “best” for Jason and his family. But embodied in the notion 
of “best” in a case like this are several values: the capacity for hope, comfort, and 
quality of life for Jason, the ability of the family to be together and support each 
other, and the ability of all participants to be at peace with the decisions they have 
made. Since these values may conflict with each other in a given choice about a 
course of action, it would be important for Dr. Stanley to gather input from the 
family and from their representatives about how they prioritize these values, and 
compare them with how he himself would prioritize them. 

Another high priority for Dr. Stanley and for most of his colleagues within 
the Springdale system is preserving the integrity of the quality control process. 
What standard of evidence should Springdale insist on for evaluating a new or 
experimental therapy and deciding whether to cover it or perhaps even recommend 
it as standard practice? It would also be a priority to ensure that providers within 
Springdale’s network are capable of providing state-of-the-art care consistent with 
that standard. 
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Still another high priority would be the system-wide financial repercus¬ 
sions and the implications of exceptions in general and this exception in particular, 
both in the short run and in the long run. 

Perhaps somewhat lower on the priority list would be reputational issues 
for the Springdale system as a whole. How will this case play in the media, and what 
can and should Dr. Stanley and other Springdale executives do to influence that? 

And finally, Dr. Stanley must be concerned about internal reactions among 
Springdale’s own staff and network providers. 

Some participants may not agree on this ranking of priorities, and the 
Martin family in particular seems unlikely to care much about system-wide financial 
repercussions, reputational issues, or the reactions of Springdale’s other provid¬ 
ers. Nonetheless, it is Dr. Stanley’s job to try to find solutions that preserve and/or 
advance all of these values, although obviously some may have to be compro¬ 
mised. 


5. Brainstorming about Possible Solutions 

The group considered several courses of action. One possibility would 
be to deny coverage altogether. It’s possible that this would actually be the “best” 
course of action for Jason and his family. Dr. Stanley might become convinced that 
the experimental treatment is a desperate course of action that has some probability 
of hastening Jason’s death, and that at the very least it would destroy his quality of 
life and tear apart the family during his remaining months. It seems unlikely, how¬ 
ever, that there will be any stakeholders who can speak for Jason without conflict of 
interest who would give voice to this view. Moreover, this course of action is likely 
to be viewed by the media as self-interested on the part of Springdale. Denying 
coverage might help preserve a high standard of quality, and a high standard of 
evidence for exceptions. But it might inhibit the research efforts going on within 
Springdale’s own system that could lead to improved care in the future. Finally, 
denying coverage might appear at first to have a lower financial cost than granting 
an exception, but if it led to weeks and months of expensive litigation it’s not clear 
that it would necessarily be the lower-cost course of action. 

Another possibility would be to grant the exception and agree to cover 
treatment for Jason at Dr. Kingman’s center. This is clearly what Jason and his 
family think they want, and perhaps it is arrogance on anyone else’s part to assume 
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that they know better than Jason and his family what is “best” for Jason. The 
precedential impact of this course of action on quality control and the standard of 
evidence might be significant, however. Financial repercussions could also be 
severe, especially if the decision is regarded as setting a more generous standard 
for exceptions in the future. The implications for Springdale’s reputation are am¬ 
biguous. The media would probably back off, and might even give Springdale 
glowing coverage in this case. But that very fact could exacerbate any negative 
implications of this course of action for Springdale’s reputation for quality control 
and careful, population-based outcomes research. Internal reactions within the 
Springdale network might be mixed. Other primary care providers might be happy 
that Springdale grants exceptions generously, but the oncologists at Springdale’s 
own center might take such a decision as a signal that Dr. Stanley and other execu¬ 
tives of the system lack confidence in them and in Dr. Chan in particular. 

Another possibility would be to grant a coverage exception for the ex¬ 
perimental therapy itself, but require Jason to have the treatment at Springdale’s 
own tertiary care center under the care of Dr. Chan (assuming Dr. Chan would be 
willing to accept Jason as a patient). This course of action has the advantage of 
giving the family a large component of what they want, and it may even mean that 
Jason can be treated at a center that is closer to home than Dr. Kingman’s center 
would be. It doesn’t solve the financial repercussions problem, since it is still a 
costly exception that could be precedent-setting. But it probably addresses the 
reputational concerns in two ways. First of all, it would probably take most of the 
steam out of the media coverage of how Springdale has treated Jason and his 
family, and secondly, it would affirm Springdale’s claims that it has the highest 
quality practitioners, covering all specialties, within its own system. It would 
also affirm Springdale’s commitment to population-based outcomes research. Such 
a decision would also probably be well-received among staff and providers within 
the network for the same reasons. But it raises doubts about whether Springdale 
is really providing the “best” care for Jason, since Dr. Kingman has more experi¬ 
ence with the new therapy overall, and especially with children, and a higher ratio 
of positive responses. 

There might be still other possibilities worth exploring. If Dr. Chan and 
Dr. Kingman are on good terms and are willing to work together, Springdale might 
agree to cover treatment for Jason under Dr. Chan, but also agree to reimburse Dr. 
Kingman for consultation fees, if and when Dr. Chan wanted to turn to him for 
advice. This has all the advantages of the third choice above, and might help 
mitigate concerns that only Dr. Kingman could provide the “best” care. 
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6. Making the Decision 

Our group worked through the issues and “facts” developed above, also 
exploring how we would feel about the case if the facts were slightly different in one 
direction or another. The process made us keenly aware of the difficulty of ranking 
the relevant values and the impossibility of prescribing outcomes. The decisions 
that any of our group members would have made in such a case are intensely fact- 
specific. 


On the “facts” as we outlined them above, however, “Dr. Stanley” in our 
group—the designated “decision maker”—said his decision would be to agree to 
cover the experimental treatment, but keep the child in the network and work with 
the specialists at the in-network hospital (esp. Dr. Chan) who are familiar with the 
investigational drug. He would deny out-of-network treatment, but would agree to 
cover whatever treatment Dr. Chan and Dr. Daniel, in consultation with the family, 
decided would be best, including the experimental treatment if Dr. Chan judged that 
the child could tolerate its potential adverse effects. 

But suppose Dr. Chan had not had any experience with the treatment with 
children? Suppose Jason’s white cell and platelet counts were already dangerously 
low? Or suppose the plan Jason was in was an ASO, where Springdale was only 
administering the plan, and the employer was actually paying? And suppose the 
contract language had not provided for exceptions at the discretion of the medical 
director? In knife-edge cases, a new piece of information or a small shift in the facts 
can tilt the outcome in a different direction. 

Another consideration that makes such decisions especially difficult is 
the balancing act between deciding a case for an individual and setting policy for a 
whole population. A decision for a covered population can evolve over time as 
new evidence comes in, but a decision for a particular patient may be irrevocable. If 
you miss the opportunity, you may not be able to make it up. 

In good managed care systems, it is common for medical directors to 
consult with each other on such difficult cases, to seek out advice and feedback 
from trusted colleagues who are not involved in a specific case. “Dr. Stanley” in our 
role-playing group (who in real life is, in fact, a medical director for a large managed 
care organization) says that in his organization, medical directors are encouraged to 
consult with each other and case files are pulled at random each quarter and sent to 
another medical director, who reads through the information in the file and makes an 
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independent judgment about the case. This provides the organization with a check 
on whether the medical directors are using similar criteria for making decisions and 
allows the organization to develop a measure of its “inter-rater reliability ,” meaning 
the degree of consistency in its decisions. 

Our deliberative process also made us keenly aware of the fact that, in the 
end, critical decisions, which may have life-and-death implications for the parties 
involved, must be made by human beings. No matter how well thought-out the 
process that those human beings use to make decisions is, the moral and ethical 
quality of those decisions will depend on the moral and ethical grounding of the 
decision maker. Therefore, it is a serious responsibility of decision makers to work 
conscientiously at cultivating their moral sensibilities. 

7. Communicating the Decision 

Once Dr. Stanley makes his decision, he immediately calls Dr. McQuaid 
and Dr. Hill to report his decision to them by telephone. Then he drafts a letter 
explaining his decision in specific detail, but in language that a lay person can 
understand, to send to the family, with copies to Drs. McQuaid and Hill. He also 
includes copies of these letters and adds his own clinical explanation in the notes 
he adds to Jason’s file. These notes and letters then become part of the permanent 
record, available to other doctors and medical directors within Springdale (and 
discoverable during any potential legal proceeding that might come out of this 
case, or any subsequent case). Because of the requirements of patient confidenti¬ 
ality, Dr. Stanley does not “announce” the decision, either internally or externally, 
but Dr. Stanley knows that he will have to be prepared to respond to reporters’ 
questions. While he has to some extent deferred to in-network specialists about 
the actual use of the experimental drug, when questions come from the media he 
says he must personally (and as the representative for Springdale) take responsibil¬ 
ity for the decision. Moreover, he would use the opportunity to try to educate the 
media and the public about the importance of standards of evidence. “What I 
would do is own the decision by saying we’re most concerned about the total 
course of this experimental/investigational therapy. We will support this therapy as 
long as we believe the child can tolerate it. We have concerns, but in the bigger 
scheme of things we and other managed care companies label therapies ‘experimen¬ 
tal/investigational’ because they haven’t passed the tried and true criteria of our 
own FDA/NIH consensus group that this is a community standard and safe for all 
involved. So we continue to monitor any therapy for the highest quality of care, 
with the focus being to give each member the care that they need.” 
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Our group probed further. Apart from what he would tell the media, why 
did he make this particular decision? It came down to a gut feeling, based on the 
limited evidence he had, that Jason might have a chance to get an additional 24 
months of life with the new therapy. “If none of the outcomes data that I saw from 
the specialist showed any benefits, and all it showed were major side effects and 
medical risks, I wouldn’t have approved it. But if the lab tests show that the child 
could handle some drop in his white count and some drop in his platelets, and if the 
evidence suggests that if a child can get through that nadir and those counts come 
back up again, and some kids get an additional 24 months, then I would approve it.” 

The response was interesting and telling, because at the beginning of the 
role-playing exercise, “Dr. Stanley” insisted that one of the most important pieces 
of information he needed was to know what the contract language said. “I don’t 
want to know any of the medical information until I know who the employer group 
is, and what product they’re in,” she said. “There has to be a clear understanding 
of the contractual considerations, and the benefits that the employer group has 
determined it wants its members to receive.” Despite his concern about the best 
care for Jason, quality standards, and the use of population-based outcomes re¬ 
search, in the end, the contract language would have trumped. If it had not given 
him the discretion to make a medical judgment (rather than a contract-language 
judgment) to cover an experimental-investigational therapy, he could not have 
authorized the treatment. 

8. Monitoring, Learning, and Making Adjustments 

The exercise brought home the point to the group that the decisions that 
may be most freighted with ethical implications are not only the life-and-death 
medical decisions that doctors and other providers are called upon to make as 
medical professionals, but the seemingly more mundane decisions about things 
like contract language, what products (types of health care plans and packages of 
benefits) to market and how to market them, what specialists, hospitals, clinics, and 
tertiary care centers to include in the network. “Once you’re in a particular frame¬ 
work, then the particular decision may fall out. But the design of the framework is 
where all the conflict is,” one of our group members noted. ‘The managed care 
group worked with the employer to determine what would be in the contract, and 
they priced out different sets of options. They could have priced it out in an 
entirely different way; maybe they did not need to exclude experimental proce¬ 
dures. By the time it got to Dr. Stanley, a whole series of decisions had already been 
made about what the benefit package will cover.” Another challenge for managed 



Ethical Issues in Managed Health Care Organizations 


39 


care leaders is educating members about what their employers are actually buying 
for them—and not buying for them. 

There are also internal challenges for managed care organizations that sell 
plans that do not cover out-of-network services. How adequate are the services 
available within the network? Does the network really offer access to state-of-the- 
art technology by the highest quality providers? 

Hence the eighth step of the idealized ethical decision-making process 
that we propose is a critical one. It requires a managed care organization to build in 
continual renewal, through an ongoing process of examining decisions that have 
been made and frameworks that have been put in place, of challenging them and 
asking if their effects are sustainable and ethically defensible. Some of the other 
“cases” outlined in boxes interspersed throughout the text illustrate ethical dilem¬ 
mas that arise in defining the mission of an organization and determining its bound¬ 
aries, policies, and programs. Decisions that involve defining the framework within 
which future decisions must be made—and that do not raise serious confidentiality 
problems—probably call for more emphasis on group consensus and decision 
making than was possible or appropriate in the case we analyzed above. And 
similarly, the eighth step in the process—monitoring, learning and adjusting— 
would be even more important in such cases. 

Finally, there should also be occasional review of the mission statement 
itself, given its central importance in guiding ethical deliberation in concrete cases. 



S E C T I 


O N 


V 


CONCLUDING REMARKS 


By the end of the two-year-long deliberative process that pro¬ 
duced this document, participants in the Woodstock project had come to agree 
that managed care is potentially a morally acceptable, even beneficial, enterprise. 
Clearly, managed care as a system is still evolving. While it seems to hold prom¬ 
ise of achieving improved access and greater quality of care than has been previ¬ 
ously available, it also holds the potential of significant abuses. Hence some 
participants in this project were unprepared to endorse unequivocally this ap¬ 
proach to providing health care, but they were at least willing to withhold judg¬ 
ment. 

The ultimate moral and political judgment about the acceptability of man¬ 
aged care as a system will depend heavily on how the industry evolves in the next 
few years. That evolution will involve many conscious decisions about policy by 
executives who are explicitly attempting to shape the system, but there will also be 
a cumulative and experiential aspect of that evolution. Thus, the decisions and 
actions that managed care executives make during this time—even those that are 
not obviously policy decisions—may have significant moral implications because 
of the precedents, or norms, or patterns of practice that they help set or reinforce. 

Managed care plans that function ethically should, over time, earn the 
trust of all of their stakeholders. Even ethically managed plans will sometimes 
experience poor outcomes, but when these outcomes result from isolated errors 
and random events outside of a plan’s control, such plans deserve fairness in 
reporting by the media. Plans that violate public trust, however, through system¬ 
atic defects, such as marketing practices that mislead its members, complaints that 
are inadequately adjudicated, and barriers to timely, accessible, appropriate medical 
services, deserve continued skepticism and possibly even sanctions. Plans that 
ignore their ethical responsibilities in these and other ways also increase the risk of 
invoking a political response, as pressures build for the federal government and/or 
the states to regulate the industry. 
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Beyond the ethical issues that confront individual managed care plans, 
moreover, there are serious ethical problems involving broad social policy and 
health care parity for all citizens that even the most ethically defensible managed 
care systems, operating in the marketplace, cannot solve alone. These problems 
include: 

1. Coverage of care for the uninsured. 

2. Lack of, or limits on, portability of benefits as individuals change 
employers. 

3. Economic and cost pressures that are causing employers to drop 
coverage altogether. 

4. Marketplace pressures that force plans to charge rates according to 
the risk profile of their covered population, or, if community rating is required, 
compel plans to try to avoid certain high-risk populations. Either way, subsets of 
the population who may most need access to good health care often face the 
highest costs and the most severe barriers to access. Related to this problem is 
the shift by employer groups from community-rated, standardized, and state- 
regulated insured health benefit packages to self-defined, self-insured health 
benefits. 


5. Parity in benefits for mental health, substance abuse, and long-term 
rehabilitation services. 

6. Cost shifting to the insured of losses from the uninsured and 
underinsured. And the converse of this, efforts by insurers to avoid bearing any 
of the cost of the basic social infrastructure (such as community hospitals and 
clinics and teaching institutions) necessary for addressing public health prob¬ 
lems. 


7. The loss of financial support for medical education and research from 
reduced tax support and reduced willingness of private purchasers to subsidize 
them through higher premiums. 

It is not enough for managed care leaders and executives to run their 
own organizations in an ethical manner if they are isolating themselves and their 
organizations from these societal problems. 
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It is, rather, an urgent ethical responsibility of leaders in the managed care 
industry to engage with employer groups, provider organizations, regulators and 
politicians, and patient advocates to find policy solutions to these problems that 
are responsible and fair. 

The promises and potentials of managed care to do good are latent in its 
effort to integrate the financing and risk pooling functions of traditional insurance 
companies with the function of providing health care services, in an effort to man¬ 
age both costs and quality. But the integration of these missions is also the source 
of significant moral and ethical hazards. To achieve their ethical potential, managed 
care organizations must develop systems for better measuring of quality perfor¬ 
mance, as well as balanced incentives, and they must learn to monitor for success 
in creating appropriate structures, processes, and outcomes. 

Finally, they must not isolate themselves from the larger social responsi¬ 
bility for creating a system that serves all of society’s members by making high 
quality, appropriate health care services accessible to all who need them. 
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